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SUMMARY 


A resurgence of private business confidence greeted the 
formation May 22 of a new government under Prime Minister 
Ferit Melen. The new Cabinet appears to lie a bit to the 

right of center compared to its predecessor, and includes 
several respected financial-economic figures. Business activity 
has picked up since the first of the year, and both exports 

and workers' remittances for the first quarter were above the 
same period for 1971. Parliament reduced by 10 per cent 

the government's expansionary budget proposal in order to 
avoid a sharp increase of taxation. As official policy is to 
hold Central Bank financing of government activities to the 
legal maximum of 15 per cent of the budget, a reduction of 
public sector investment appears unavoidable. However, the 
private sector is receiving extensive new investment incentives 
which will help make up the difference. 


Opportunities for sales of a widened range of capital goods and 
equipment are appearing, but competition is increasing. Imports 
of industrial items from the European Community already 
receive a small preference, and Japanese firms are aggressive 
in their sales techniques. Extensive international financial 
support for new and ongoing major projects continues to flow 

to Turkey, and sales and business arrangements continue to be 
welcomed by Turkish businessmen. The Turkish concept of 
Etatism continues to color private foreign investment relation- 
ships, but officials are receptive to the views of foreign managers 
on their problems, 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


1. New Government Spurs Return of Confidence 


The announcement May 22 of the proposed Cabinet of Prime 
Minister Designate Ferit Melen, to replace the second Erim 
Government which resigned April 17, stimulated a chorus of 
strong approval from private business and financial leaders 
throughout Turkey. In general, the new team has been 
described as a Center grouping a bit to the right of its pre- 
decessor. The new government's program backed up by the 
qualifications and background of the nominees to the economic- 
financial ministries, immediately generated renewed confidence 
that the private business sector will be given adequate 
opportunity to operate and develop in a manner beneficial to 
the economy as a whole. Further, the overall economic and 
financial management of the Government, public enterprise, 
and its international economic, commercial and financial 
relationships are seen as strengthened, 


This surge of private sector confidence, if maintained by 
governmental action over the next few months in moving 
important legislation through Parliament, and by further refine- 
ment of administrative requirements affecting foreign trade, 
business and investment, can be expected to stimulate a 
significant upturn in overall economic activity. 


In fact, a significant number of the indicators included with 
this report are showing favorable movement, while inflationary 
pressures which raised the price level about 22 per cent last 
year appear to be easing. Security incidents involving a small 
number of disaffected youth, remnants of the anarchist groups 
whose terrorist activities led to the replacement of the Demirel 
government in March 1971, have continued, but the overtones 
do not appear to have disturbed the economy as was the case 
last year. The involved political process leading to formation 
of the new Melen Government was left to the politicians as 
businessmen are concentrating on their own activities, investment 
and expansion. Clearly, the maintenance of relative political 
stability is what the economy needs. 


For most of 1971, stability and confidence were lacking, and 
despite otherwise favorable conditions the business sector 
contributed substantially less than foreseen in net growth to 








the economy. At the turn of the year, with more favorable 
attitudes being demonstrated by the second Erim Government 
installed in early December, improving export performance, 

a pick-up in construction activity and easier access to raw 
material and capital goods imports, more positive 
considerations began to take hold in business-financial circles. 


2. Major Problems of Inflation and Unemployment Are of Concern 


The Turkish economy continues to have its problems, however. 
Inflationary pressures, with roots in the Civil Service Reform 
and Pay Increase of 1970, a major cause of the budget deficit 
for the 1971 fiscal year (March~February) of about TL 7 billion, 
and the impact of payment for 1971s record cereals harvest, 
combined with the local currency counterpart of the $472 million 
inflow during 1971 of workers' remittances, drove up the cost of 
Iving in Istanbul and Ankara as shown by the following official 


figures: 
Price Indices 
Cost of Living Wholesale Istanbul Ankara 


Per cent increase 

1971 over 1970 28% 29. 8% 33. 6% 
(Source: Ministry 

of Commerce) 


Other official indices indicate somewhat less of an increase, but 
the general trend is the same. Both indices for the first three 
months of 1972 indicate that a leveling in the rate of increase of 
prices may now be underway. 


Nevertheless, these pressures will bear watching over the coming 
months as business activity expands. High wage settlements 

thus far in 1972 are another contributing factor to continued 
concern with inflationary tendencies. Increased local production, 
the relative ease of imports and reducing the extent of Central 
Bank financing of public sector projects by the government are 
being counted upon by official planners to ease the upward price 
thrust. 


An additional problem area of major long-term significance is 
in employment prospects for the country's labor force. Turkish 
officials, foremost among them the Minister of Labor, are 


now admitting to some two million unemployed in the country, 





or an unemployment rate of roughly 15 per cent. With industry's 
failure last year to expand at projected growth rates, the 
economy has been unable to absorb all new entrants and re- 
entrants into the labor force, and unemployment is thought to 

be on the increase. About some 450,000 persons desire full- 
time jobs, but only about half of them are obtaining employment 
of any kind, whether in Turkey or abroad. With an annual birth 
rate generally estimated at about 2.6 to 2.8 per cent, population 
and unemployment clearly are areas to which official attention 
should be directed. 


3. Efforts to Tighten Relationships With E€ Continue 


Among the more important current trends of particular interest 
to the United States is Turkey's relationship with the European 
Community (EC). The new Melen Government can be expected 

to pursue this policy actively with the new Minister of Finance, 
Ziya Muezzinoglu, former Chief of the State Planning Organization 
(1962-63), and most recently (1965-72) Ambassador to the EC, 
expected to play a leading role in harmony with the Foreign 
Ministry. The 1970 Protocol to the Association Agreement of 
1964 requires Turkey increasingly, over concurrent 12 and 22 
year periods, to open its doors to industrial imports and 
competitive influences from European business. The purpose 

of this lengthy transitional period is to raise the level of Turkey's 
economic and social development, as well as industrial output 
and efficiency, to a point where it would be realistic for the 
governments concerned to mutually review the possibilities for 
Turkey to undertake the obligations of full membership in the 
European Community. 


For the U.S. firms, however, a major point to keep in mind is 
that EC exports are obtaining preferential advantages in Turkey's 
market. A separate list of 55 items was approved for import 
from EC suppliers only under the 1972 Import Program, 

and other industrial goods on the 12 and 22-year lists imported 
from the EC are receiving one-half of one per cent and one per 
cent stamp duty reductions respectively under the Special Trade 
Agreement which went into force September 1, 1971. Details 

on these arrangements are available from the U.S. Department 
of Commerce. 








4, Expansionary Budget Reduced by Parliament 


This year's budget proposal of TL 52 billion was originally 
designed to have a strong expansionary impact. The GNP growth 
target for 1972 is 7 per cent, and both the Annual Program and 
Budget Proposal for the year call for an ambitious strategy of 
industrial growth. The investment program totals TL 41 billion 
($3 billion) with TL 18.4 billion ($1.3 billion) by the private and 
TL 21, 4 billion ($1.5 billion) by the public sector. These amounts 
correspond to increases of 15 and 30 per cent respectively above 
the estimated actual levels of 1971. However, the financing 
problems of the public sector segment of this strategy were 
formidable, and to avoid reliance upon deficit financing, the 
Government requested sharp increases in taxation, which Parliament 
has so far refused. Inturn, Parliament voted a 10 per cent cut in 
the budget proposal, bringing it down to approximately TL 46 
billion ($3.3 billion), about the same in TL terms as the actual 
expenditures last year. In real terms, this amount will buy 
appreciably less due tothe price rise noted earlier, and given 

the high proportion of current expenses (perhaps 90 per cent) 

for salaries, supplies, etc., in the budget, the 10 per cent 
reduction can come only from planned public investments. In 
recognition of this, financial officials have indicated that the 
effect will be mitigated by concentrating the funding available on 
completion of public sector projects in process, and on those 
from which early production of goods or services can be 

achieved. Some longer lead-time new investments will be 

delayed until the resources are available. Financial authorities 
have expressed determination to avoid another sharp rise in 

the use of Central Bank credit on top of last year's heavy 
drawings and a 23 per cent increase in the money supply. 


9. Private Sector Encouraged to Fill Investment Gap 


The expected short-fall of official revenues available for public 
investment has led several top officials to annnunce recently 
that the private sector is being counted upon to increase its 
operations and plans in order to take advantage of the other 
factors favoring investment and expansion this year. Among 
those factors are the government's investment incentives 
program offering reduced or duty-free import for many capital 
goods and equipment items, lowered or installment payment of 
taxes and official assistance with plant infrastructures. In 
early May the value of projects for which investment incentive 





applications made to the Ministry of Industry, Encouragement 
Department, had topped TL 40 billion. This extraordinary 
response very likely was the result of an initial short deadline, 
later extended tothe end of the year, for submission of proposals. 
While not all of the project proposals incorporated in this figure 
will be approved or carried out, the amount is cited as evidence 
of private sector response to the incentive program and the 
opportunities businessmen see ahead. Prospects in the agricultural 
sector, which still accounts for nearly one-fourth of GNP and 
two-thirds of exports, appear good this year. While the wheat 
crop will be below the record harvest of 1971, the expected 
excellent citrus, cotton and tree crops are leading local business-~ 
men and industrialists to see a ready market for their goods, and 
ample reason to expand their output. 


B. IMPLICATIONS FOR THE UNITED STATES 


1. Sales Opportunities Increasing 


A return of relative political stability, more normal economic 
growth rates and a strengthened, confident, private sector mean 
increased opportunities for United States business. The emphasis 
must be placed on the opportunities which have to be scouted, 
examined, negotiated and sold against increasingly wider and more 
severe competition, especially from the European Community 

and Japan. 


Success for U.S. business under these conditions is possible, 

however, as shown by recent large sales of textile machinery, 

heavy trucks, aircraft and communications equipment, many with 

the export financing assistance of the U.S. Export-Import Bank. 
Tourism, as an industry, is receiving increased official attention under 
a dynamic group of Tourism Ministry officials. Greater opportunities 
for a wide range of equipment sales and foreign investment will 
respond to careful investigation by capable U.S. firms. 


2. International Financial Support Continuing 


Further possibilities in both the public and private sectors for 
these items and others, ranging from dairy cattle through 
refrigerated highway trailer rigs, food processing equipment, 
and engineering services, are appearing. Major governmentally 
planned hydro-electric power and irrigation projects, as well 
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as industrial plants to produce chemicals, fertilizers, pulp and 

paper are moving from drawing boards to proposals for financing. 

International lending agencies such as the IBRD-IDA group, 

and the governments comprising the Consortium for Assistance 
to Turkey sponsored by the Organization for Economic Cooperation 
and Development (OECD) at Paris are continuing to provide 
significant support for Turkey's development effort, and are 
examining. Bae project proposals. In 1970, the OECD 
Consortium/, including the IBRD, disbursed $306 million of an 
estimated total of $417 million in foreign assistance spending in 
Turkey. The U.S. provided $78 million of this total. In 1971, it 

is estimated that of a total of about $400 million, the same 
Consortium members provided about $290 million, Turkey's 

1972 Program envisages an inflow of about $275 million from 
these sources in both project and program assistance, while the 
total of all assistance including the five USSR industrial projects 
may reach $400 million. 


S« Turkey's Foreign Exchange Receipts Rising 


As noted earlier, export receipts and worker remittances are 
both running above last year's record levels, with the former 
likely to reach $700 million, and the latter $550 million or more, 
according to official sources. The combining of these amounts 
with the expected in-flow of assistance reviewed above, and 
current reserves of over $800 million, make it clear that adequate 
funds will be available to meet import needs, as well as Turkey's 
other international payment requirements this year. 


4. Review of Important Growth Areas 


Reviews by U.S. officials at Istanbul, Izmir, and Adana, the 

center of Turkey's richest agricultural area, the Cukurova plain, 

are unanimous in assessing the textile industry as a rapid growth | 
industry with significant potential for sales of U.S. equipnrent. 

Official planning appears to support both private and state-owned 

new plant and expansion prgects. A high proportion of the TL 43 

billion in investment incentive applications received by the 

Ministry of Industry by early May applied to the textile industry. | 
The Government has announced that it favors increased processing | 
and production of end-products in the textile field. On September 1, | 
1971 the European Community increased quotas on cotton yarn and 

lowered tariffs on cotton textiles and woolen carpets from Turkey, | 
and exports to Europe of these items are increasing rapidly. At 

the same time local entrepreneurs are examining both the U.S. and 
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European markets for ready-made clothing using locally 
produced materials. Artificial fiber output is increasing 

also, and two plants are reviewing expansion proposals. All 

of these developments represent equipment sales opportunities, 
but aggressive, competitive techniques, as well as high quality, 
high output and easy to maintain products are needed to obtain 
the business, 


Another growth field which will take longer to reach its full 
potential is in fruit and vegetable processing and preservation, 
Local as well as export demand from Europe is increasing, 
and the IBRD group has recently approved a $25 million loan to 
spur development of production, processing, and transport to 
foreign markets. The dairy sector recently has received $16 
million of IBRD assistance as a livestock development project, 
and an $18 million IBRD credit to complete and rehabilitate 
three irrigation projects was approved early this year. 


Along with the above officially sponsored major projects, many 
local entrepreneurs are looking into direct and allied investment 
areas. A group of leading Turkish engineering firms is trying 

to organize consortia with top U.S. firms in this field to present 
combined bids on major IBRD and other foreign assisted develop- 
ment projects. Such sales possibilities virtually require reliance 
upon capable, active local agents or representatives, as well as 

a strong reputation for quality, delivery performance, spare 
parts and technical maintenance capability. Financing terms 
remain of prime importance, also, with official review and 
approval required for all project, equipment, services or 
technical know-how sales. The U.S. Export-Import Bank has proved 
its ability to provide U.S. firms with export financing assistance, 
as have major U.S. commercial banks. Either or both should be 
consulted in the initial stages of consideration of sales efforts in 
Turkey. 


5, Foreign Investment Outlook Remains Cloudy 


While the climate and possibilities for direct foreign sales in 

the Turkish market are more promising than for the past several 
years, the outlook for foreign private investment, either wholly- 
owned or in partnership with local firms, remains obscure. The 
shadows cast by the first Erim Government requirement of 
majority Turkish ownership have not yet been completely dispelled. 
Indications are strong that the new Melen Government is willing 

to look at proposals om a case by cage basis in line with its 


generally more outward directed economic policies, but the 





whole question of foreign investment or ownership must be 
viewed in terms of Turkish concepts of Etatism. Tle Melen 
Program statements related to private foreign investment 
mentioned requirements for new technology, an export or 
import replacement capability, and generalized benefit to the 
economy. It is unlikely that an explicit official statement that 
foreign control of new investment is acceptable will be made, 
however. 


Foreign investment already established and operating in Turkey 
continues to have problems over interpretation of laws and 
regulations, work permits for non-Turkish executives and 
experts, as well as official efforts to restrict price increases. 
However, foreign business managers increasingly are able to 
present their problems to interested officials, and possibilities 


for remedial action where clearly justified seem better than 
in 1971. 
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